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Economic Control Through Corporations 


Perhaps the most important factor in the present eco- 
nomic set-up of the United States is the degree of con- 
centration of wealth under the 200 largest non-financial 
corporations and the amount of control which rests in the 
hands of the officials of these corporations. This control 
is frequently accentuated by interlocking directorates be- 
tween these corporations and banks. Doubtless the na- 
tional recovery program in many respects opens the way 
to the enlargement of the control of those who head up 
the dominant financial and non-financial corporations. The 
opportunity given to business to free itself from the re- 
strictions of the antitrust laws (which largely codify the 
law of conspiracy) on condition that business agrees to 
conform to regulations embodied in codes can easily in- 
crease the control of corporations unless the government 
can maintain a superior control which effectively protects 
the interest of small concerns as well as that of the work- 
ers and consumers. It is widely recognized that inade- 
quate protection of consumers is a serious weakness in the 
program. 

Business has been asked to cooperate with the govern- 
ment in establishing regulations which will eliminate un- 
fair practices and aid recovery by providing more work, 
better wages and salaries and shorter hours. The general 
result desired is, of course, to coordinate production and 
consumption by better use of economic facilities and by 
wider distribution of income. Whether business will give 
the cooperation necessary to work out this program is se- 
riously questioned. Those having great financial and eco- 
nomic power are obviously in a position to make it diffi- 
cult to carry out the program. It remains to be seen, 
furthermore, whether the small businesses organized as 
trade associations will give the cooperation necessary for 
the protection of their own interests or whether they will 
devote themselves chiefly to undermining the regulations 
set up to establish competition on a higher level. The 
prevalence of the laissez faire doctrine, the legal protec- 
tion given to the right to conduct business, and the induce- 
ment to cut wages in order to cut prices and gain com- 
petitive advantage are factors in the present situation 
which cannot be easily overcome by NRA regulations. 


CoNCENTRATION OF CONTROL 


The corporation as a means of organizing economic life 
has taken on such tremendous proportions that it is a 
question whether the dominant form of control ultimately 
will be through a political or an economic organization of 
society. Stockholders in large corporations have sur- 
rendered control to the point where they are merely re- 
cipients of the “wages of capital.” By separating control 
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from ownership the corporation has destroyed the unity 
of what is commonly called property and has largely 
changed the nature of profit-seeking enterprise. The 
great majority of wage workers are dependent on cor- 
porations for a livelihood. This entails a concentration 
of power in the hands of a few persons not only over 
things but over human life. Under the feudal system 
economic life rested upon an elaborate system of binding 
customs and reciprocal duties which gave the workers a 
greater security of status. Under the system of private 
enterprise and competition labor is a commodity affected 
by demand and supply with all the uncertainties present 
in any competitive market. When economic power is 
concentrated more and more in the hands of a few cor- 
poration managements the institution of private property 
takes on something more than a new legal clothing for the 
private enterprise of individuals. It lays a basis for 
dominance in nearly every aspect of economic life. 

A recent study traces the development of the corporate 
system in the United States since 1800, analyzing and 
interpreting data bearing on both its economic and its 
legal aspects. Up to 1800 the corporate form was used 
mainly for undertakings involving a direct public inter- 
est, such as the construction of turnpikes, bridges, canals 
and the operation of banks and insurance companies. Of 
the 335 profit-seeking corporations listed on that date 
only six were engaged in manufacturing.’ Not until after 
the Civil War did corporations take on proportions which 
marked them out as quasi-public in nature. In this re- 
spect the railroad corporations led the way and by 1930, 
14 great railway systems operated 86.6 per cent of the first 
class mileage and 81.7 of all mileage in the country. During 
the last part of the 19th century and the early part of the 
20th “one aspect of economic life after another has come 
under corporate sway.” The corporate form among public 
utilities is almost universal. In 1919, 93.6 per cent of 
mining and quarrying was carried on by corporations 
which employed 99 per cent of the wage earners in the 
copper industry, 98 per cent in iron ore, 97 per cent in 
lead and zinc, and 89 per cent in petroleum and natural 
gas. In the same year, 87 per cent of manufactured 
goods were produced by corporations which employed 
86 per cent of the workers engaged in manufacturing. 
The corresponding percentages for 1929 were 89.9 and 
92. In 1899, 65 per cent of the workers engaged in 
manufacturing were employed by corporations, the in- 
crease from 65 to 92 per cent indicating the degree to 
which the workers have become dependent upon corpora- 


1A. A. Berle and G. C. Means, The Modern Corporation and 
Private Property, New York, Macmillan Company, 1933. $3.75. 
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tions for employment and their increasing disadvantage 
in bargaining except where the workers are allowed to 
bargain collectively. Although exact figures are not 
available it is known that the corporate form of business 
is steadily growing in mercantile, construction, and real 
estate lines. 


Tue 200 Larcest CorporaTIONS 


A list of 200 non-financial corporations compiled on 
January 1, 1930, having assets of $100,000,000 and over 
had combined assets amounting to $81,074,000,000 or 
nearly one-half (49.2 per cent) of all corporate wealth 
in the United States. The remaining half was owned by 
more than 300,000 smaller companies. These 200 cor- 
porations—42 railroads, 52 public utilities, and 106 in- 
dustrial companies—each with an income of over 
$5,000,000, received well over 45 per cent (estimated) 
of the net income of all non-financial corporations. 
Eight hundred medium sized corporations having assets 
ranging from 18 to 80 millions received only 19.3 per cent 
of the net income, while the small corporations having an 
income under $1,000,000 received 37.5 per cent of all 
corporate income. 


The assets of the 200 largest non-financial corporations 
($81,074,000,000) were approximately 22 per cent of the 
national wealth ($367,000,000,000) as estimated for 
1929. This percentage, however, is not as significant as 
the percentage of all corporate wealth owned by these 
200 corporations whose influence extends far beyond the 
assets under their direct control. “Smaller companies 
which sell to or buy from the larger companies are likely 
to be influenced by them to a vastly greater extent than by 
other smaller companies with which they might deal. In 
many cases the continued prosperity of the smaller com- 
pany depends on the favor of the larger and almost in- 
evitably the interests of the latter become the interests of 
the former. The influence of the larger company on 
prices is often greatly increased by its mere size, even 
though it does not begin to approach a monopoly. Its 
political influence may be tremendous. Therefore, if 
roughly half of corporate wealth is controlled by two 
hundred large corporations and half by smaller companies 
it is fair to assume that very much more than half of 
industry is dominated by these great units. This concen- 
tration is made even more significant when it is recalled 
that as a result of it, approximately 2,000 individuals out 
of a population of one hundred and twenty-five million 
are in a position to control and direct half of industry.”* 

Much more important, perhaps, is the rate at which 
concentration of control is proceeding. The assets of the 
200 largest non-financial corporations increased 68 per cent 
between 1909 and 1919 and during the next ten years 
85 per cent. Between 1909 and 1928 their annual rate 
of growth was 5.4 per cent, that of all industrial corpora- 
tions was 3.6 per cent, and that of corporations other than 
the largest 200 was only 2.0 per cent. In other words the 
assets of the largest corporations were increasing over 
50 per cent faster than those of all corporations and over 
two and one-half times as fast as those of the smaller 
corporations. From 1924 to 1928 their rate of growth 
was still more rapid, or “more than half again as fast as 
all corporations and three times as fast as smaller cor- 
porations.” Between 1920 and 1929 the proportion of 
income received by the 200 largest corporations increased 
from 33.4 per cent to 43.2 per cent. If the rates of 
growth from 1924 to 1929 should be maintained for the 
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next twenty years 200 units would hold 85 per cent of — 


our corporate wealth. 


How Controt Is AcQuiRep 

Large corporations increase their assets by reinvesting 
surplus earnings, by the sale of securities, and by acquir- 
ing control of other corporations through the purchase of 
their securities or through the exchange of parent cor- 
poration securities for those of corporations absorbed. 
Between 1922 and 1927, 108 of the 200 largest corpora- 
tions saved 38.5 per cent of their net income available for 
dividends, while the 200 largest corporations combined 
saved 26.5 per cent. Over 55 per cent of the growth of 
assets of these 200 largest during the same period is at- 
tributed to the sale of securities and 18.5 per cent to merg- 
ers. In many cases the only real investment in an enter- 
prise is represented by the money obtained from bonds 
and preferred stocks. All too frequently corporations re- 
ceive no money from common stocks. Promoters and 
investment bankers receive common stock as bonuses. 
The capitalization of the United States Steel Corporation 
at the time of its organization is a classic example of a 
process which still goes on. The story is recounted by 
John T. Flynn in an article on “The Wall Street Debt 
Machine” in Harpers Magazine for July, 1933. The Cor- 
poration’s capital was fixed at $1,321,752,500 of which 
$303,450,000 was represented by bonds, $510,000,000 by 
preferred stock and $508,302,500 by common stock which 
was given to bankers and various organizers as bonuses. 
The actual investment represented by money and prop- 
erties was less than $800,000,000. The original paper 
value of the common stock, $508,302,000 was gradually 
written off out of earnings. 

In thirty years $892,410,930 was paid out as interest, 
and $1,951,016,261 as dividends on preferred and com- 
mon stock, while $329,000,000 was accumulated as a sur- 
plus. The whole sum collected by bondholders and stock- 
holders was $3,894,050,700. The preferred stockholders 
received $1,023,516,525 and the common stockholders re- 
ceived $927,499,736 as money dividends, $213,321,000 as 
stock dividends, $508,302,500 as the cost of common 
stock ; the $329,000,000 surplus belongs to them although 
not withdrawn from the business, The total returns for 
the common stockholders, $1,978,123,236, represents a 
huge toll taken from the business although the corpora- 
tion received no money from common stock. 

The process by which bankers, promoters, insiders and 
others who receive common stock as a bonus unload it on 
the public at inflated values is one of the most criticized 
practices in the economic system. It is called “making a 
market” and is described by Mr. Flynn in the September 
issue of Harpers. It is accomplished by giving one 
broker on the Stock Exchange an order to sell at a cer- 
tain price and orders to other brokers to buy at that price 
or higher. This creates the “appearance of activity” and 
induces the public to buy. Frequently common stock for 
which nothing was paid starts off at $50, $60, or $70 and 
is put up to much higher prices before the stock is dis- 
posed of. After that is done, the value of the stock will 
depend upon the earnings and prospects of dividends re- 
gardless of the fact that the corporation received no 
money from the common stock. 

Recent investigations of congressional committees have 
shown that people of high repute in the business, financial, 
and political realms have been participants in this process. 
They are on special lists of investment bankers who allot 
them a fixed number of preferred and common shares at 
a certain price. The banker may have paid nothing for 
the common stock which he sells to those on the special 
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list at $40 or more. When they accept the allotments the 
stock is said to have been underwritten and it can be 
listed on the stock exchange. The participants in these 
allotments may not take or hold the stock because the real 
distribution is yet to come. However, they are permitted 
to make a profit although they may have made only a 
temporary outlay or none at all. ‘The real distribution 
comes when a market is made at much higher prices and 
the public buys the stock. The fact that such a process 
is possible, Mr. Flynn says, “originates in our corporation 
laws and the system under which it is possible to issue 
stocks without any contribution of capital funds toward 
an enterprise.” The general result is that bankers, pro- 
moters, and others get something for nothing and that the 
corporation is saddled with claims against its earnings 
which, for the sake of improving the balance between 
production and consumption, might better be distributed 
in the form of wages and lower prices to the public. 


CONCENTRATION OF CONTROL 


Not only have the huge corporations with $90,000,000 
assets Or more come to dominate the major industries but 
there is nothing to prevent them from dominating all in- 
dustry. Competition has changed its character and the 
familiar claim that economic enterprise is a matter of in- 
dividual initiative has a hollow sound in view of the fact 
that it is true for the most part only for the few men who 
direct corporations. 

The largest corporations have hundreds of thousands 
of stockholders. For example, in 1931 the American 
Telephone and Telegraph Company had 642,180, the 
Pennsylvania Railroad 241,391, and the United States 
Steel Corporation 174,507. Such dispersion of stock 
ownership presents a favorable opportunity for a few 
leading stockholders by obtaining proxies to dominate a 
corporation even though their holdings are an exceedingly 
small percentage of the total. In 1929 the holdings of 
the leading stockholder in these companies varied from 
.34 of one per cent to .90 of one per cent and the aggre- 
gate holdings of the 20 largest stockholders varied from 
2.7 to 5.1 per cent.® 

Control is easily maintained even by a minority. In 
many cases the minority is so small as to amount to con- 
trol by the management, which may be a self-perpetuat- 
ing body. Various legal devices permit control of a cor- 
poration without ownership of a majority of its stock. 
The device known as “pyramiding” enables a corporation 
to own a majority control in another corporation, a proc- 
ess which, extended to several intermediate companies, 
enables those in control of the parent corporation to 
dominate through ownership equal to a fraction of one 
per cent of the total value of the properties. For exam- 
ple, the Van Sweringen brothers by the investment in 
recent years of $20,000,000 have been able to control 
eight Class I railroads having combined assets of over 
$2,000,000,000. 

Another legal device, non-voting stock, enables those in 
control to arrange the rights attached to different classes 
of stock so that most of it is disfranchised. A compara- 
tively small investment in voting stock gives legal control 
and virtually all the powers of majority ownership. Only 
in recent years have states made statutory changes which 
make it possible to issue common stock with no voting 
tights. Both the New York Stock Exchange and the 
Curb Exchange have refused to list new issues of non- 
voting common stock, an interesting case of regulation 
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which offers greater protection to investors than the gov- 
ernment offers. 

The voting trust, a device permitted by most states, 
allows a group of trustees, often a part of the manage- 
ment, to hold in trust all stock turned over to them with 
complete power to vote it even though they may have no 
ownership in the business. ‘The stockholders receive trust 
certificates. This device separates ownership from con- 
trol more completely than any other. ‘Originally bitterly 
opposed by the law and held illegal by the courts on the 
ground that the vote could not be separated from the 
stock, it came to be permitted by statutory provision in 
most states. Such statutes, however, commonly limited 
the period during which the trust agreement could run 
to some term of years, in New York State to a maximum 
of ten years. But even where the duration has been 
limited, the voting trustees might entrench themselves be- 
yond the reach of the stockholders for a longer period 
by arranging for renewal of the trust for additional terms 
at their own discretion. The Interborough Rapid Transit 
Company is perhaps the most striking case. The voting 
trust agreement provided for a duration of five years, but 
was renewable ior five successive periods of five years 
each without any further action on the part of the holders 
of voting trust certificates. Legal control could thus be 
prolonged for a period of thirty years.” 

In the typical large corporation, however, it is not 
necessary to have a legal basis of control. The more 
widely the stock is dispersed the easier it is for a con- 
trolling minority to maintain its power. Moreover, the 
position of a minority is precarious because the manage- 
ment is in position to select a proxy committee who will 
be subservient to the management. Thus the manage- 
ment can become a seli-perpetuating body. Furthermore, 
in a fight for proxies it can charge up to the corporation 
the cost of circularizing hundreds of thousands of stock- 
holders. Even a relatively wealthy minority of stock- 
holders can rarely afford to buy a majority control or to 
engage in a proxy fight with the management. 

ln some of the largest corporations even the directors 
do not have large enough holdings to constitute a signifi- 
cant minority. None of the directors or officers of the 
Pennsylvania Railroad, the American Telephone and 
Telegraph Company, and the United States Steel Cor- 
poration are among the 20 largest stockholders. In case 
of serious mismanagement about the only remedy the 
stockholders have is to organize a protective committee 
and contribute to a fund to carry on a fight for control 
or to engage in a legal battle. Under these circumstances 
the stockholders are in “a position not unlike that of a 
populace supporting a revolution” as illustrated by recent 
efforts of stockholders to abolish the evil of large salaries 
and bonuses voted to officers even during the depression. 
In many cases, however, the evil, as shown by congres- 
sional investigation, seems to exist without the stock- 
holders either knowing or caring about it. 


PREVALENCE OF TYPES oF CoNTROL 


The results of an examination of the types of control 
found among the 200 largest corporations are indicated 
in the following table: 


Per cent of Per cent of 

Total Number Total Wealth 
Management control 44 58 
Majority ownership ..........ccceeeees 5 2 

In hands of receiver......ccccceces 1 negligible 
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The extent to which ownership and control have been 
separated is indicated by the fact that 65 per cent of the 
companies and 80 per cent of their combined wealth are 
controlled by management or by a legal device. Even 
though those in control own a large block of stock they 
can frequently “serve their own pockets better by profit- 
ing at the expense of the company than by making profits 
for it. If such persons can make a profit of a million 
dollars from a sale of property to the corporation, they 
can afford to suffer a loss of $600,000 through the own- 
ership of 60 per cent of the stock, since the transaction 
will still net them $400,000 and the remaining stockholders 
will shoulder the corresponding loss. . . . When their 
holdings amount to only such fractional per cents as the 
holdings of the management in management-controlled 
corporations, profits at the expense of the corporation be- 
come practically clear gain to the persons in control and 
the interests of a profit-seeking control run directly coun- 
ter to the interests of the owners.” 

There are various ways in which profits at the expense 
of a corporation can be made without coming under the 
ban of present laws and judicial interpretations. ‘Profits 
may be shifted from a parent corporation to a subsidiary 
in which the controlling group have a large interest” and 
profits may be diverted from one class of stock to another 
which those in control may own. In stock market opera- 
tions those in control having “inside information” may 
buy low from present stockholders and sell high to future 
stockholders. Thus there is no longer any certainty that 
a corporation will be run primarily in the interest of its 
stockholders. “The concentration of economic power 
separate from ownership has, in fact, created economic 
empires, and has delivered these empires into the hands 
of a new form of absolutism, relegating ‘owners’ to the 
position of those who supply the means whereby the new 
princes may exercise their power.” 
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—whether it is to be by a small group or by the community. The 
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warns against the assumptions that “increased wealth for all the 
people can be attained by reducing the output of wealth”; that “the 
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investments in capital equipment”; and that the profit motive can 
be used as the main incentive to business enterprise while at the 
same time prices are prevented from functioning as they must do 
in a profit economy. 


Coyle, David Cushman, “Public Works: A New Industry.” 
—Mr. Coyle’s view of the necessity for production differs funda- 
mentally from Mr. Foster’s. The difficulty, he believes, is the 
“continued tendency of the receipts of industry to leak out into 
stagnant surplus income.” Public works may be a means of in- 
jecting additional buying power, over and above the money paid 
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bracket taxes must “be set solidly in the foundation of the whole 
project” and public works must become an effective instrument 
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Smyser, William Leon. “Those Mission Folk in West Africa.” 
—NMissionaries are liked by the natives, whom they have protected 
against Europeans, but all other groups* of Westerners would 
welcome their withdrawal, because of their power over the na- 
tives, and because of their freedom to report ill treatment of the 
natives. Missionaries in Africa are “a first link in the chain that 
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Phillips, William. “Liquor Control in Canada.”—A review of 
the several plans of provincial liquor control in Eastern Canada. 
Prince Edward Island maintains prohibition, Quebec’s are the 
most liberal control laws; New Brunswick and Nova Scotia come 
next in liberality—though for different reasons, the former con- 
cerned principally with revenue increase and the latter with tem- 
perance education; and Ontario has gone farthest in its measure 
of control, eliminating private profit and licensing for individual 
consumption. Penalties for infraction of the laws are severe and 
everywhere appears a decrease in intemperance. 


Langdon-Davies, John, “Ants and Man.”—A comparison of 
the socialization of the ant and of man. What we call instinct in 
the social behavior of an ant is merely the result of long practice 
while man’s use of intellect is necessitated by lack of practice and 
may be temporary. Since “specialized labors in the community 
require specialized bodies,” and since “sooner or later the social 
habit requires that every individual shall be contented with his 
job and yearn for no other,” the “natural evolution of the social 
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ly and psychologically.” 
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